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KEY ECONOMIC INDICATORS ; 
(In US$ Unless Otherwise Stated) 


First First First Percent Change 
Half Half Half 1974/1973 
1972 1973 1974 (or cum, portion) 
GROSS NATIONAL PRODUCT 
GNP at Current Prices (Millions) 6,470 75350 8,842, | 
GNP Constant 1968 Prices (Millions) 55554 5,848 6,216— 
Per Capita GNP, Current Prices ($) 445 490 572 
Per Capita GNP, Constant 1968 Prices ($) 382 390 402 


LABOR FORCE 
Total Labor Force (Thousands) 4,564 4,724 4,890 
Fully Employed (Thousands) 35359 3,500 3,712 
As Percent Total Labor Force (%) (73.6) (74.1) (75.9) 
Not Fully Employed (Thousands) 1,205 1,224 1,178 
As Percent Total Labor Force (%) (26.4) (25.9) (24. 1) 


MONEY AND BANKING (June) 
Money Supply (Millions of Soles) 36,520 43,628 53,649 
Commercial Bank Interest Rate (Prime) 17.5 17.3 17.5 
Central Bank Discount Rate (Commercial 
loans) 9.0 9.5 9.5 


COMMERCIAL BANK ACCOUNTS (Millions of Soles) 

Loans 31,140 
Investments (Securities) 9,552 
Deposits 43,071 


INDICES 

Consumer Price Index (1966=100.0) 167.1 

Wholesaite Price Index (1963<100.0) 
Construction 242.0 
Agriculture 257.4 
Livestock 235.9 


BALANCE OF PAYMENTS 

Net Gold and Foreign Exchange Reserves 409 
Net Balance of Payments 48 
Balance of Trade 113 
Total Exports (FOB) 503 
U.S. Share (%) 33.0 
Total Imports (CIF) 390 
U.S. Share (%) 29.4 


ECONOMIC ACTIVITY 

Electricity Consumption: Lima Area 

(Millions of Kw/H) Total 1,142 1,225 1,328 5.5 
Industry 414 482 532 10,3 

Cement Consumption (Thousands of MT) 758 784 921 17.3 

Stamp Tax Collection (Millions of Soles) 5562 6,943 8,046 15.9 


1/ According to the speech of the Minister of Economy and Finance, October 31, 1974 4 
2/ December 
3/ October 


Source: Ministry of Economy and Finance, Central Reserve Bank, Superintendency of Banksy 
National Office of Statistics and Census, Superintendency of Customs 





SUMMARY 


In coming months the Peruvian economy is expected to grow by significantly 
less than the 6.3% growth achieved in 1974 due partly to capacity limi- 
tations in the industrial and mining sectors and to continued poor per-= 
formance in the agricultural sector, The construction, manufacturing and 
possibly the fishing (fishmeal) sectors should grow most rapidly, although 
somewhat slower than in 1974, while the remaining sectors are expected to 
show only slight growth. Poor performance in the agricultural sector 
resulting primarily from price policies that do not provide adequate 
incentives to farmers is contributing heavily to budgetary, balance of 
payments and inflation difficulties. Several years of sharply reduced 
new investment in the industrial sector have restricted growth because 
Capacity limits have been reached. New domestic private investment is 

not expected to increase significantly in the near future, and foreign 
private investment will continue to be limited to oil exploration and the 
Cuajone project. Personal consumption and public investment spending 
will probably continue to provide the demand thrust to the economy, 
Sharply increased imports and net service payments, not matched by equiva- 
lent increases in export proceeds, are expected to cause a potentially 
serious balance of payments deficit. The deficit in turn will require 
Peru to seek substantial long-term foreign credit at a time when the 
supply of such credit may be more difficult to secure due principally 

to the general restriction on worldwide credit. The Central Government's 
budgetary deficit continues to grow, financed internally through bond 
sales, primarily to the banking system, and externally through foreign 
credits. Also, the rate of inflation currently at approximately 20%, 
shows no sign of abating. Changes are possible in the Industrial Law 
which might accelerate the forced sale of enterprise shares to the 
workers. A "cooperatives sector" may be established as the fifth sector 
of the economy, Implementation of the social property law is progressing 
slowly. 


Implications for U.S. Business 


-- The projected rapid growth of imports of raw materials, intermediate 
and capital goods, and food products should provide good sales oppor- 
tunities for U.S. exporters. Credit terms are an important competitive 
factor now and exporters should monitor Peruvian import regulations 
for possible changes, 


Foreign investment is welcome in Peru under the terms and conditions 
set forth by the Peruvian Government, Investment and major project 
opportunities do exist, especially in the context of the Andean market. 
Investors should be well informed about Peruvian regulations governing 
the industrial sector, 





CURRENT ECONOMIC SITUATION AND TRENDS 


Moderate Real Growth in GNP to Continue 


Moderate growth in real GNP (6%) is expected over the next few months, led 
by possible further recovery of the fishmeal industry and increases in 
energy, construction, manufacturing and commercial activity. All other 
sectors of the economy are expected to grow by less than overall GNP, 

with the anticipated agricultural sector growth of only 1% presaging 
further shortages of basic food items and intensified inflationary pressure. 
In the mining metal sector, copper and steel production will show increases 
for 1974 of 7.9% and 5.1% respectively, although production of all other 
minerals declined. Manufacturing sector growth, excluding fishmeal, is 
estimated to have slowed somewhat in 1974 owing to general capacity limi-~ 
tations, labor problems in various firms, and raw material shortages in 
some industries caused by disruptions in the import allocations system 
occurring early in the year. Construction continued to be the most dynamic 
industry with growth of nearly 20% As a result of additional off-shore 
drilling, the extraction of crude petroleum in Peru will be higher by 
nearly 9% at the end of 1974, for an average production of 76,900 bep.dey 
but still short of consumption by about 33,000 b.p.d. More normal eco- 
logical conditions in the waters off Peru's coast permitted further recovery 
of the important fishmeal industry. The 3,800,000 metric tons anchovy 
catch for 1974 nearly doubled that of last year, and the rate of conversion 
(slightly over 4-1 ratio) into fishmeal improved considerably as a result 
of the elimination of the most inefficient plants. The catch for 1975 
could reach 6 million tons and by 1976 the full sustainable catch of 

8 million tons may be taken, provided normal meteorological conditions 
persist. 


Public investment and private consumption, enjoying rates of growth of 37% 
and 10% respectively, are the most dynamic factors on the demand side, 
Most of the growth in public sector investment involves the undertaking of 
development projects and/or new construction, The public enterprises 
(Petroperu, Mineroperu, Electroperu, etc.) now account for nearly 60% of 
total public investment. Growth in private consumption continues because 
of rising real wages, low (or even negative) return on idle balances, and 
hedge buying against future inflation, Public consumption expenditures, 
(including the wages of teachers and other public employees) have 
increased very slowly in recent months, Wage increases consistent with 

the rate of inflation are expected to be approved at the time of the 
promulgation of the next biennial budget 1975-76, 


Gross private investment, excluding change in inventories, is growing at 
an annual rate of about 10%. Nearly all of this growth represents foreign 
investment in oil exploration and in the Cuajone copper project, Con- 
tinuing investor concerns regarding the future of the private sector ir 
Peru, some recent reduction in the availability of domesticcredit for 
investment, and disruptions in the flow of imports of capital goods to 

the private sector caused by recent abrupt changes in the import 
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allocation system have precluded a general increase in new investment, 
Moreover, the rate of growth of Peruvian exports, although over 10% 
annually in real terms, is now only about oneequarter the current rate 
of growth of imports. 


The Government is proceeding slowly to implement the Social Property Law, 
No social property firms have been created yet, although several existing 
firms and cooperatives are reportedly requesting transfer to social 
property status, Also, the official Commission responsible for implement- 
ing the Social Property Law is currently studying a number of appli- 
cations to establish new firms in the sector. 


Industrial Activity Slowing Slightly 


The rate of growth of industrial sector production has slowed slightly as 

a result of shortages of both raw materials and intermediate goods imports, 
combined with capacity limitations arising from the absence of investment 
over the past few years. Specific industries currently showing the 
greatest production gains include: food processing, especially of meat 
products; fishmeal and fishoil processing; cement; furniture manufacturing; 
machinery and appliance manufacturing; and the beverage industry. 


Reinvestment of earnings on behalf of the industrial community (workers 
ownership) is continuing. It is possible that the Industrial Law could 
be modified in order to accelerate the transfer of 50% ownership to the 
industrial communities, since the Government is reportedly dissatisfied 
with the slow progress being made in this regard, The existing system 
of tax incentives for reinvestment of profits is being reviewed as well 
in order to reduce excessive loss of tax revenues. Industrial plant 
expansion for increased capacity is sporadic and cautious. 


Agricultural Sector Performance Disappointing 


The continuing poor performance of the agricultural sector continues to be 
a major contributing factor to the country's budgetary and balance of paye 
ments difficulties and to the increasing rate of inflation. Per capita 
food production for 1974 was about 2% less than last year, in step with the 
average decline experienced over the last decade. Food imports will 
probably exceed $300 million for 1974, consuming about 20% of the country's 
valuable export proceeds. Also, the high subsidies provided consumers on 
several imported foods (especially wheat) are adding substantially to the 
Government's budgetary deficit. Despite official price controls and 
requirements of minimum plantings of basic food crops (40% of total 

average for most farms) average food prices are expected to increase at 

an annual rate of nearly 20% in coming months as a result of both rising 
international prices of Peru's food imports and rapidly increasing demand 
pressures On the limited internal food supply. 





Several factors are limiting the production of food crops. Perhaps the 
major element is the chronic squeeze on farm profits caused by persistently 
rising prices of farm inputs and officially fixed prices for farm output, 
which, combined with higher international prices for cash export crops 
(sugar especially) has resulted in a shift of land out of basic food crops, 
Uncertainties created by the Agrarian Reform as to land ownership rights, 
notwithstanding the issuance of "certificates of noneexpropriability", 

have also lowered incentives and led to abandoned lands in some areas, 
Shortages of fertilizer, adverse weather conditions in some areas, and 
inefficient marketing systems, further disrupted recently by discovery 

of widespread speculation and corruption in EPSA (State entity responsible 
for marketing nearly all food products) are also adversely affecting the 
production of basic food items, 


Several large irrigation projects designed to bring additional land into 
production and improve the irrigation of other lands are in the initial 
stage of execution, All have long gestation periods, however. Internal 
price policy adjustments would appear to be warranted given the foregoing 
factors. 


Serious Balance of Payments Problems Ahead 


Peru's balance of payments is expected to register a large deficit over 
the next twelve months as the country's imports and net purchases of 
services abroad increase sharply. Offsetting long term capital inflow in 
the form of official loans may be more difficult to obtain given recent 
disruptions in international financial markets, 


Increasing requirements for imports of food, raw materials, and capital 
goods at consistently higher international prices promise to push Peru's 
1975 import bill substantially above the high levels reached in 1974, 
Export income, despite further recovery of fishmeal sales and additional 
growth in nonetraditional exports, will probably increase less rapidly 
unless there is an early and strong reversal of the recession in the 
industrialized world. The country's mineral production, its major 
export, is not expected to increase significantly until 1976 when new 
mines are brought into production, The recent decrease in international 
mineral prices would appear to preclude significant increases in foreign 
exchange proceeds from this source, Net purchase of services abroad 
should continue to increase as a result of higher international prices 
and greater use of foreign shipping, etc. 


Part of the current account deficit expected in coming months will be 
covered by foreign private investment in oil exploration and in the 
Cuajone project and by drawdowns of project loans already committed to 
Peru by foreign creditors. There will remain, however, a large gap for 
which new noneproject credit will have to be found. Likewise, the large 
amount of shorteterm credit built up in 1974 as a result of the minimum 
financing requirements (180 days) imposed on importers will have to be 
covered early in 1975, 





Peru's ability to acquire sufficient amounts of additional credits is 
uncertain. Recent disruptions in international financial markets resulting 
partially from the oil crisis may severely affect the amount of bank 

credit flowing to the developing countries, At the same time, Peru's 
balance of payments prospects and internal budgetary situation have deterio- 
rated, Meanwhile, the search for oil in the Peruvian jungle continues. 
While it is still premature to speculate what the results will be, explora- 
tory drilling will go on throughout 1975, by which time the level of Peru's 
reserves should be more clearly established. 


On the other hand, the country has net international reserves equal to 3 to 
4 months imports and has no outstanding drawings with the International 
Monetary Fund, including the Fund's oil and commodity stockpile facilities, 
Moreover, substantial additional exports of copper should be forthcoming 

in 1976 and oil should reach the coast for export by 1978, assuming com 
mercial quantities are discovered. 


In the longer run, thereforey the balance of payments prospects are some-~ 
what more encouraging. Thus far, Peru's international creditors have been 
willing to grant average grace periods on repayment of loans of about 3 or 
4 years, which would place repayment of any new credits in the period of 
increased ability to pay. The focus, then,is on the short run, the next 
two or three years. Despite short run pressures, currency devaluation 
appears unlikely in the near future. 


Budgetary Deficit Grows 


The Central Government's budgetary deficit continues to grow rapidly, 
although the rate has slowed slightly in recent months. Heavy subsidies 
on food and petroleum products plus accelerated spending on development 
projects are pushing expenditures up briskly. Revenues are increasing 
somewhat due to improved administration of and compliance with tax laws, 
but nonetheless the generous tax incentives available for reinvestment 
plus the general income inelasticity of the tax structure preclude 
substantial revenue increases. AlsoOy the system's heavy reliance on taxes 
on foreign trade makes revenue collections dependent on external economic 
developments which often do not match Peru's internal revenue needs. The 
Government is attempting with some success to hold down public consumption 
spending and there is a possibility that new tax legislation will be 
approved soon. Also, Peru's price subsidy policy is under study by 
Government economists, 


The budget deficit is being financed through the sale of treasury bonds, 
mostly to the banking system, and through external loans, mostly to 
finance the external debt service. 


Rate of Inflation Continues High 


Through the first eleven months of 1974 the official Peruvian price index 
registered a general increase in prices of over 16%, which by year end 
will probably rise to nearly 18%. Food prices are expected to increase 
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by nearly 24% for the year according to the index, reflecting both higher 
international prices for imported food and internal food shortages, despite 
the fact that many basic food prices are fixed by Government decree. The 
prices of construction materials and many other products are reportedly 
increasing much more rapidly than the general index would indicate. 


The factors most responsible for the high rate of inflation include: the 
large budgetary deficit; the sharp rise in personal consumption expendi-~ 
tures, due partially at least to fears of inflation and to the low effece 
tive return on idle cash balances due to inflation; the increasing prices 
of imported food, raw materials, intermediate goods, and capital equip} 
ment; recent wage increases in excess of productivity gains; and internal 
shortages of food and other consumer items, Widespread industrial labor 
disputes in recent months plus the sustained lack of private domestic 
investment in consumer goods industries which have reached capacity limits 
are also contributing to the relative shortage of consumer goods. The 
Government is trying to control price speculation in an attempt to lessen 
the rate of price increase. 


IMPLICATIONS FOR THE UNITED STATES 


Growing Market Available for U.S. Exporters 


U.S. exporters of raw materials, intermediate and capital goods and food 
products should encounter expanding markets in Peruy especially in 
supplying inputs and equipment for the many public sector development 
projects currently underway. In addition, private sector needs for raw 
materials and intermediate goods should provide moderate opportunities 

for U.S. exporters. Minimum credit requirements imposed in May 1974 

on most private sector imports were reduced in October. Most imports, 
except food and pharmaceutical products, require 90-120 day letters of 
credit, however imports, valued at $5,000 or less are exempt from 
financing requirements up to a total of $50,000 per year per importer, 

In addition, the private sector is subject to quotas which vary with the 
priority of the industry of which the firm is a part. These quotas do not 
seem to have seriously affected many firms, Imports of most noneessential 
consumer goods and goods produced in sufficient quantities in Peru are 
prohibited. U.S. exporters of heavy construction equipment and special~ 
ized equipment for mining and mineral processing and metal working 
industries, plus equipment for petroleum exploration and refining should 
find especially good markets, 


Investment Opportunities Outlook Favorable 


There are foreign investment opportunities in Peru if the investor is 
willing to accept the rules of the game as set forth in Peruvian and 

Andean Pact legislation, Among other things, this legislation limits 
repatriation of profits and investment and requires the gradual ren 
linquishing of not less than 50% ownership to the workers accomplished 
through a 15% annual deduction from profits which must be invested in 
company shares, Joint ventures with the foreign investor taking a minority 
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share will probably be the predominate form of investment in the future, 
since to enjoy benefits under the Andean Pact, foreign ownership must be 
limited, There has been no significant new foreign investment in the 
manufacturing service or commercial sectors in the past few years. 
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